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Introduction 


As a novice student, you would not expect to grasp the 
difficult concepts of Elliott’s Wave Principle instantly. 
Understanding and successfully using this methodology 
for analyzing market price movements takes practice 
and perseverance. 


In essence, the Elliott Wave Principle maintains that 
markets advance or decline in a series of wave pat- 
terns—five waves in the direction of the major trend 
and three waves in the direction of the correction of the 
major trend. This book is structured to help you broaden 
your knowledge base of Elliott’s wave analysis step-by- 
step. I suggest that your first reading be a quick scan of 
all the material to give you an initial overview. Then, as 
you go back and study the concepts, which are explained 
in numerous and subtly different ways, you will find an 
approach that makes sense to you. 


This book is essentially different from previous books 
on Elliott Wave in that I have attempted to quantify 
aspects of the theory into practical and workable guide- 
lines with specific Buy and Sell patterns. There is no 
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longer any guesswork. You will be able to match the ( 
wave patterns as they are happening in real tim. n. 
execute the trade according to established rules. 


One reason I wanted to publish this book was to pro 
vide other traders with reliable Elliott Wave-based strat 
egies rather than a rehash of Elliott Wave theory. Thus 
I have kept certain aspects of the theory to a minimun 
and presented the material that I know from experi 
ence works. Until I can distill reliable rules, I feel tha: 
it would be unfair to present other information as Ши 
truth when in fact it still requires further research. 


The first chapters of this book, which deal with Elliot: 
Wave basics, will teach you the concepts and help yor 
understand the C wave patterns. These C wave patterns 
are complete within themselves and stand alone without 
any other technical indicators or other market inputs. 


Chapter 


Basics of 
Counting Waves 


magine a wave of water: It is made up of droplets. The 

momentum of the water flow has picked up the drop- 
lets and unified them in the same direction. Between 
each wave is a trough of inactivity that sometimes runs 
counter as an undercurrent. Waves of market activity 
behave much the same as waves of water, At one mo- 
ment all is quiet; then some new information hits the 
market and everyone is active, the wave picks up and 
continues until it can no longer be sustained. Then the 
market goes sideways through lack of activity or 
countertrend (the wave trough) because of profit taking. 


This ebb and flow of market activity represents the price 
waves that Ralph Nelson Elliott categorized in his theory 
on market behavior during his pioneering work of the 
late 1920s through the 1940s. 
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Simply, a wave is seen as one constant direction in price 


until it either stops and goes sideways or the direction 
totally changes. 


This wave (wave 1) is an upward moving wave. 


The next wave (wave 2) goes in the opposite direction. 
In this case, wave 2 is going down. 


If you could see more detail of wave 1, you would see 
that it is made up of smaller waves—in this case five. 
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Wave 2 consists of three smaller waves. When any wave 
is made up of three smaller waves, each wave is given a 
letter, іп this case a = 1, b = 2, с = 3. 


1 огА 


Or wave 1 could be made up of only three smaller waves. 
If the wave consists of only three waves, it is marked as 
wave A or wave a. 


З=с А А 
о 


= B 
2=b (2) 


If wave 1 were made up of only three waves, then wave 
2 would always be marked as wave B or wave b. 
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3 


In this instance, the second wave is going sideways. A 
sideways price area is a wave and must be counted. 


Іш | 


If you could see more detail of the sideways price move- 
ment, you could see that it is made up of smaller waves. 


Wave 3 is made up of five smaller waves. 


> 


2 


1 / Basics of Counting Waves 5 


Wave В ends, and wave C follows: Wave C usually con- 
sists of five waves. 


[ 
EM 


When wave 5 ends, the waves are then counted as one 
wave. At this stage, a movement (market correction) 
opposite the trend is expected. 
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Midpoint Method of Wave Counting 


Another way of counting waves, called the midpoint- 
method, is to smooth the daily data by using only the 
middle of the day’s range. This method gives only one 
point of data a day, which makes it easier to see pos- 
sible waves. 


The main drawback of the midpoint method is that it is 
not sensitive enough to detect all the details of a C wave. 
However, when used in combination with detailed daily 
charts, this method can be useful in offering fresh in- 
sight to a muddled trading situation. 


Midpoint 


A single line connects the middle of each day’s range. 


Chapter 


2 


Elliott Wave Principles 


KS to Elliott Wave Theory, the market unfolds 
according to a basic pattern of five waves up and 
three waves down to form a complete cycle of eight 
waves. The five waves up, called impulsive waves, oc- 
cur in the direction of the trend. The three waves down, 
called corrective waves, are a price reaction against the 
trend. A sideways market is also considered corrective. 


Most market analysis is concerned with the 80 percent 
of the time that the market is in a corrective state. 
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Impulse Waves 


An impulse wave is a movement in the direction of the 
major trend. An impulse wave must obey all the rules 
listed below (if it does not, the wave in question must 
be classified as a correction even if it is also moving in 
the direction of the major trend). Although this seems 
illogical at first, by applying the rules you will not mis- 
take a running correction for an impulse. 


Impulse Rules 


The following rules apply to impulse waves: 


Wave 1, wave 3 and wave 5 are trending. 
Wave 2 and wave 4 are corrections. 


Of wave 1, wave 3 and wave 5, wave 3 must not 
be the shortest. 


Wave 2 can retrace up to 99 percent of wave 1. 
Wave 4 may not retrace all of wave 3. 


Wave 4 should not go into the price area of wave 2. 
(Sometimes it will pull back to the top of wave 1.) 


Wave 2 and wave 4 must display alternation in 
as many ways as possible. 
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impulse 
Impuise 
Correction 
Trend 
Impulse 
Correction 
Trend 
Correction 
Impulse 


Correction 


impulse 


impulse 
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о 


The structure of an impulse wave is illustrated here. 


Wave 1, wave 3 and wave 5 are trending. 
Wave 2 and wave 4 are corrections. 
Wave 4 does not go into the price area of wave 2. 


Of wave 1, wave 3 and wave 5, wave 3 is not the 
shortest. 


Wave 2 and wave 4 display alternation. 
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Counting Waves 


When deciding if a wave fits into either an impulse or 
corrective framework, look for some basic visual things 
that will instantly show you the right category. These 
are illustrated by the following two diagrams. 


5 


Incorrect Count 


(Wave 3 is too small) 


Correct Count 


Incorrect Count 


(Wave 4 and wave 1 overlap) 


Correct Count 
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Alfernation 


In an impulse move, alternation must occur between 
wave 2 and wave 4. That is, wave 2 and wave 4 must be 
different in as many ways as possible, or at a minimum 
in at least one way. 


 Alternation occurs between wave 2 and wave 4 as ei- 
ther price, time or pattern type. 


* Price: Wave 2 when compared to wave 4 may be 
obviously smaller/larger in price. 


* Time: Wave 2 when compared to wave 4 may take 
much more/less time. р 


* Pattern: Wave 2 may be а simple A B С. Wave 4 
could be a more complex А B C or even a fourth 
wave triangle. Wave 2 could be a flat. Wave 4 could 
be a zigzag or vice versa. 


The following diagrams illustrate various forms of al- 
ternation. 


Impuisive 


In this diagram, there is alternation between wave 2 
and wave 4 in both price and pattern. Wave 2 retraces 
more of wave 1 than wave 4 retraces wave 3. 
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Impulsive 


In this diagram, wave 2 and wave 4 display alternation 
in price, pattern and time. 


Impulsive 4 


For a pattern to be impulsive, wave 2 and wave 4 must 
be noticeably different. 
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Degree 


Corrective 


Wave 2 and wave 4 are too similar and show no alterna- 
tion. The complete wave sequence is corrective. 


The waves on a monthly chart are much larger than 
those found on an intraday chart comprised of two-hour 
time frames. If you study a price chart, the degree of 
each wave is easily recognized. You can easily see that 
some waves consume more time and price than others. 


When dealing with small time frames, it is essential to 
group all the smaller waves into bigger ones. The waves 
on a five-minute chart are grouped to make up an hourly 
chart. The hourly chart is then grouped to make up a 
daily chart. The daily is then grouped to make пра 
monthly chart and so on. The data on a five-minute chart 
is of minor importance when viewed historically as com- 
pared to the data on a monthly chart, thus the five- 
minute chart is said to be of much smaller degree than 
the monthly. 


To count waves properly, it is essential to group the 
waves of the same degree together. This can be difficult 
since each wave can expand in time or extend in price 
and still be of the same degree. Corrections are notori- 
ous for this, and it is easy to get lost in the count until 
the correction is over, especially when you are dealing 
in small time frames. 
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Monthly Cash S&P 500 
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The rally from М to М was Ше same wave degree as Ше 
1987 crash N to O. 


The S&P chart on the following page shows that C wave 
patterns can be found on waves of the smallest degree 
possible. 
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Extensions 


When you look at a price chart and compare the three 
impulse waves, you will notice that one of them is longer 
than the rest. This longer wave is said to be extended. 


Waves extend because of market psychology. Traders 
recognize the trend and at the point it becomes a com- 
mon perception, the market starts to stretch. Very little 
counter-trend action occurs since most players are wait- 
ing for reactions to join in or add to positions. 


During an extended wave, incredible amounts of price 
distance can be covered with very little in the way of a 
pullback. The great danger here is that even if you are 
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personally sure that the market is trending, you will 
not know which wave is extending until well into the 
move. To prevent premature profit-taking on position 
trades, you must be aware of the concept of the extended 
wave. 


The diagram below demonstrates the concept that an 
impulse sequence contains one wave that is noticeably 
longer than the others. 


Wave 1 Extended 


Wave 3 Extended 


Wave 5 Extended 
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Corrective Waves 


Corrective waves are comprised of three waves. Correc- 
tions move in the opposite direction to the main trend. ` 
Therefore, the first wave (wave À) will be the reverse of 
the trend. The second wave (wave B) will be in the di- 
rection of the trend. The last wave (wave C) will be 
against the trend. Wave А and wave B may be comprised 
of five waves of one smaller degree. 


A B C Corrections 
A B C corrections are the most common corrective struc- 
tures with five wave triangles following. As a trader, you 


are always looking for wave C to complete, so that you can 
re-enter the market in the direction of the main trend. 


These diagrams illustrate simple А B C corrections. 


5 
z 


Zigzag Zigzag 


Fiat Fiat 
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The more time Ше correction takes, the more complex Ше 
wave needs to become. 


20 
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С waves can take ир а lot of time and also cover al^ of 
price distance. They do this by having smaller and 
smaller subwaves. 
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Zigzags 
nd : г қ ; 
ч A zigzag is a corrective wave that divides into а three 


wave (A B C) sequence. If a zigzag subdivides: 
* Wave A is made of 5 waves. 
* Wave В is made of 3 waves. 
* Wave С is made of 5 waves. 


Sometimes a zigzag is simple, as illustrated in the follow- 
ing diagrams. All zigzags obey the following essential rules: 


* Wave B may not retrace more than 61.8 percent 
of wave À. 


* Wave C must retrace all of wave B. 


o 
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Deutschemark U.S. Spot Daily 
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Flats 


The term flat refers to any AB C correction that obeys 
the following essential rules: 


- Wave В must retrace more than 61.8 percent of 
wave A. 


* Wave С must be at least 38.2 percent of wave B. 


* Wave B can be 61.8 percent to 138.2 percent of 
wave А. 


/\ М 
ММ 
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Elongated Flats 


Elongated flats often form complete corrections. Occa. 
sionally, they form part of a larger triangle. 


Rule: Wave C must be a minimum length of 138.20 per- 
cent when compared to wave B. 


Often wave C will be 161.8 percent to 238.20 percent о! 
wave B. 


Wave C will often consume the most amount of time 
when compared to wave A and wave B. 
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Deutschemark U.S. Spot Daily 


Elongated Flat 


i | 2.88 
pl ІМ | 
в | и | | 
ці! ШІН 2.78 
| "lr, | Ц 
| || 
Ш BN Im 
|| n 

| |! 2.68 

ү!!! с 


Мау 86 Чип 86 Jul 86 


26 How To identify High-profit Elliott Wave Trades in Real Time 


Triangles 


B Wave Triangle 


time elapse compared to previous waves (often month: 
on daily). The market wil] make false trendline break: 
as it tends to drift sideways. This is a characteristic о: 
B and fourth wave triangles. 


Fourth Wave Triangle 


Triangles consist of five corrective waves labeled a b c d e. 
Once the market has broken the b d trendline, the tri 
angle is complete. 
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Each wave of a triangle may or may not subdivide. The 
five wave structure and general shape makes it obvious 
that a triangle has formed. 
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Diagonal Triangles 


Diagonal triangles consist of five waves and can occur 
at the end of any movement that needs five waves tc 
complete (e.g., а wave С or a wave 5 of a fifth wave 01 
one larger degree). When you see a diagonal triangle as 
the last wave of a wave 5, expect a major move to follow. 


One of the most important patterns, diagonal triangles 
are discussed in greater detail in Chapter 5. Diagonal 
triangles can be found on charts of all degree. The psy- 
chology behind the pattern is this: People are still try- 
ing to buy at the top but are meeting with selling resis- 
tance; and when the diagonal triangle is forming at a 
bottom, people are stil] trying to sell but are meeting 
with buying support. The result is an overlapping оі 
wave b, wave c, wave d and wave e. 


Sometimes when you look at the wave, you will see that 
some waves are simple. For instance, wave B might be 
very simple whereas wave C could subdivide into five 
waves. The most unlikely place for a multiple subdivi- 
sion of waves 15 wave D. The key to the diagonal Єте 
wave triangle is having a clear В D trendline. Ifthe 2 
trendline is not obvious, more work needs to be done 
within the triangle. 
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Deutschemark U.S. Spot Daily 
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Five wave (diagonal) triangles can complete any move 
that needs five waves to complete, such as wave C or a 
fifth wave of any degree. 
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Running Corrections 


C Wave Failures 


A running correction corrects in the direction of the 
trend. This is possibly the most difficult of all the wave 
concepts to grasp. Attention to detail is essential in rec- 
ognizing a running correction. 


If the market does not follow the rules of an impulse 
wave, it is corrective. It does not matter if the wave is 
going in the direction of the trend. Arunning correction 
indicates a very strong market. In the following illus- 
tration, wave a, wave b and wave c are part of the same 
correction. Strong B waves are covered in detail in Chap- 
ter 5. 


When wave C fails to retrace all of wave B, the com- 
plete А В С pattern will be classified as a С wave fail- 
ure. The power implications of this pattern are depen- 
dent on the degree of the wave that is being dealt with. 
On daily charts, the move to follow will be strong. 


C wave failures occur frequently on intraday charts but 
the follow-through is negligible. 
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Deutschemark U.S. Spot Daily 


C Wave Failure 
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Fifth Wave Failures 


On daily charts, fifth wave failures are relatively rare. 
However, this does not hold true on intraday charts. The 
move that follows a fifth wave failure is always power- 
ful. The setup is easy to analyze because the market 
will show normal impulsive behavior. That is: 


* wave 3 is not the shortest price pattern, 


e there is good alternation between wave 2 and 
wave 4, and 


е in the fifth wave, the subdivisions will appear to 
show real weakness of trend. 
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At this point, be prepared to enter with an order іп the 
market. In every fifth wave failure that I have traded, I 
doubt if I would have gotten a reasonable fill if I had 
waited to phone in my order as soon as | saw the break. 
A fifth wave failure is the strongest signal that the trend 
has changed. Of course, the degree of wave that you are 
dealing with determines whether it is the start of a fun- 
damental trend change ог the beginning of a correction. 


S e= == =з. 


Wave 5 failed to make a new high. А fifth wave failure 
should be followed by a strong move in the opposite di- 
rection. 


Wave 5 failed to make a new low. The upward move to 
follow should be strong. 


Chapter 


Guidelines for 
Counting Waves 


n Chapter 1, you looked at the basic concept of putting 

price flows into waves. When looking at price charts, 
you need a methodology to break the market movements 
into patterns of waves for later analysis. Start with big 
waves, then break these down into even smaller waves. 
Keep doing this until you have gone as far as you can 
with the type of charts that you are using (daily or dif- 
ferent intraday periods). You will find the following 
guidelines helpful to the process of counting waves. 


e- Mark price extremes. This will be a group of 
waves. 


* Break the groups of waves into even smaller 
groups, and apply impulse and correction rules 
to the smaller wave groups. 


е Group similar adjacent waves. 


35 
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* When the time frame that you are using becomes 
overcrowded, smooth the data by moving to the 
next highest time frame (e.g., 30 minutes to 
hourlies to two-hourlies to dailies to weeklies to 
monthlies). 


е When the wave count becomes difficult, check a 
related market. This will often provide a clearer 
picture. 


e Use a transparent overlay to trace over your 
charts. This way you can try different wave counts 
without spoiling your charts. 


* When prices are congested in one area, look for 
ап А В С pattern. 


° At double bottoms, look for а C wave to follow the 
second low. 


* When two areas of price congestion are linked by 
asimpler wave, the second congestion area is usu- 
ally a C wave. 


* Every price movement, no matter how small, is 
part of a wave and must be accounted for and iden- 
tified in a logical way. To accommodate space re- 
strictions and to leave charts uncluttered, you do 
not need to actually label every subwave. But no 
wave can be overlooked. 
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Е: 


It is important З to. j. й тем wave group HE 
you are ропа а at ів: impulsive o ог. Corractiy 


This is one large wave f 
` from low to high. | : | 
' ` High š в че 


— - 


и г 
Е 
* Low 
Low T 


This is one large wave from high to low... Jta 


It has only three waves, so it must be an 
АВС сомесНоп. ^. за 


SEP T- г SEP EUROS 


SYA САУС 


12 79 | 
ме Е23 


Не 20 27 3 10 17 24 
E d, ди ва 


31 7 ла 21 28 4 "bU < “i 
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К ©шм ол бм DECEMBER 91 EURODOLLAR 
JA BAR RSA та. VADAR STO = веле Contract $1,000,000 Trading: 7:20-2:00 Central 
UF ANG = 0918... Se ми ipte $2500 Min Tick: 14 2045 per grid unit 
АУС» 001 Stow GK = 90.57 
ie: #4А-6018 18 A-0310 4048-0200 Cur: Exp: Deg 16 riae Dec 16 


- To know На wave is impulsive ‹ or тісне, уби: inust t look 


` _ at the detail of each wave as it unfolds. Once again, mark the. 
extreme highs and lows within the smaller wave. : 


‘Wave down starts here 


жи P 
# appe, | 
(500 


Т; | 
ЕЛГЕН Y 
- | ШАЛ И, i 
| iy" ці 
sil l. i i | 

г y End of the «— Correction ends here 
first wave nio | 
The first movement down consists ої only three: 

smaller waves. This is a corrective a b c wave. 

(You зпоша start checking for C wave Lip 


a complete correction or, as #8 in rthis ease; 
one leg of a larger correction. 
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DEC SILVER - 60 MINUTES 
el = 


Mark Price Extremes 


Wave A (not shown) ends 


14 BAR SLOW STOCHASTIC 


07 25 0725 0725 2725 0725 0725 0725 07:25 07:25 07:25 07:25 07:25 
Sep 17 59221 59223 59027 бер29 са? Оа 1: О«13 0816 Осла Ома 
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DEC SILVER -60 MINUTES 


3 В „--Маче ends 


| e- Wave starts 


This group consists of three: waves. s (corrective): 
and is wave B. Once waves A and B are marked 


. Wave A 
(not shown) ends 


BAR SLOW STOCHASTIC 


07 25 0725 0725 07.25 07:25 07:25 0725 07:25 0725 07:25 0725 07:25 
Осіб Oct? Ос 11 Od13 оо Оо Ома O 


Р 725 
15 ше Sep21 5023 $59227 Sep 29 Ое 1 
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DEC SILVER - 60 MINUTES 


Mark Price Extremes 


Wave B ends 


‘Wave B completes. Look for the: 
С wave to unfold. Wave С musit He.: 


т ее НЕ й 


five: waves to bea tradable “pattern : 


3.90 


25 5725 0725 0725 0725 0725 0725 0725 0725 0725 01280725 0725 0725 
Seo 17 Берг:  Seo23  Sep27 Sep29 Ост 045 047 бам Od13 0415 Octo Ocal 
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DEC SILVER - 60 MINUTES 


Each group of waves (marked: high to low) an: the 
previous chart сап be broken down into e even | 
smaller wave groups. | о 


Виу оп a break of wave. di 2) 
(or 4). (Pattern type апа: ^ 
entry rules will be fully. . 

` covered in the C wave. :: 
section: later in this chapter. у 


É Py. Ny : MC: клефобкссбовни bestes 


eor5. "s | 
cor3 Sincee waves. have a a tendeney — VERD 
to converge іп sideways: markets; |: 
wave C actually: ends here. TE 


ds 0725 0725 07 25 07 25 0725 0725 0725 0725 0725 0725 07:25 0725 0725 
5ер 17 Sep21! Sep23 $9227 Sep2 Oct! 045 Oct? Оса Od!3 0815 0419 Od21 
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Counting Waves 
eee 


Closing Price 


b 
1 4 
~ 4 А 2 7 
2 а 
Opening Price с 
The overlapping on charts of any time frame is a wave. 
a 
b с 
A м 

ы А 

у 

а с 

The overlapping on daily charts are small intraday cor- 

rections. 

b d 
10rA P UE" ` 
v | Ü< Í`. 
v м 
а | с " 2o0rB 
Daily Chart 


Use the previous day's close and today's high/low to de- 
termine wave flows. 
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5) 


(b) 
(b) 


b 
| (a) (с) [e 
(9) 
[45 L 
(5) (а) | | 0) үс) 


(с) 


а с (e) 


Using close prices with the highs/lows gives a good in- 
dication of market action during each time period. 


A starts 


ER zn 


A 
! ends 


Even though wave B is only one bar, when compared to 
surrounding price bars, it is significantly larger. There- 
fore, it is classified as a complete wave of one higher de- 
gree (i.e., B is the same price degree as all of А). 
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Grouping Similar Waves 


The following waves look normal (of the same degr 
because they are similar in either/or price and tir 
Waves must look like this to be considered part of t 
same group for counting purposes. 


ММ 
ХА 


Similar іп Time 


ии 


Similar in Price 


Smaller wave groups make up each leg of the abc. 
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Detecting Elliott Wave Patterns and 
С Wave Patterns 


Terms 


The only charts suitable for detecting Elliott Wave pat- 
terns and C wave patterns are bar charts with the high/ 
low and close. A dine chart that only displays one price 
per time period does not have enough sensitivity to show 
all the waves but can be useful for making an initial 
assessment. A point and figure chart does not account 
for time at all and for this reason cannot be used in any 
circumstances. 2s 


A bar chart can be displayed in time frames from one 
minute up to one year. Every market will have an opti- 
mum time frame that will best display the C wave pat- 
terns. Discovering the best time frame is a matter of 
researching individual markets. 


Examples of various time frames are illustrated in Chap- 
ter 9. When trading, it is important to note that if you 
are taking trades on charts based on very small time 
frames, your profit will normally be much smaller than 
targets based on analysis from daily charts. 


To help define patterns of waves, I find certain terms 
useful. Following is a list of terms with an explanation 
of their exact meaning. 
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Overlapping 
When a wave returns into the price range of one (or 
more) previous waves, overlapping occurs. 
: 3 
End of wave 1 — Retracement 
1 Wave 
4 ends 
2 
Overlapping price retraces 
Wave 4 retraces past the end past the end of another 
of wave 1. complete wave. 
Converging 


Converging occurs when the wave group is comprised of 
shorter and smaller moves and can be contained by two 
trendlines that meet at a point. This pattern is found at 
the end of a larger wave group (i.e., wave e of a triangle, 
thus making a smaller triangle at the end of a triangle). 
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Subdivide 
Market prices stretch by having complete but smaller, 
or subdivided, wave groups within a wave. 
5 
3 
1 4 
2 
No waves subdivided Wave 3 subdivided 


Symbols of Wave Degree 


There are so many waves within waves that symbols 
must be used to denote which wave you are referring to. 
The focus of this book is the practical application of 
Elliott Wave Principles оп a day-to-day basis. Thus, І 
have concentrated on a basic, simple explanation of the 
wave theory. On the charts, group the same-size letters 
or numbers with each other. A large AB C is of a higher 
degree than д B c, which is one level higher than a b c. 
Parentheses are used for the next degree down [e.g., (a) 
(b) (c)]. 


When dealing with C waves, the letters a, b, c, d, e are 
used interchangeably with the numbers 1, 2, 3, 4, 5. 
Therefore, a = 1, b = 2, c = 3, d = 4, e = 5. Thus, a break 
above wave 4 also means a break above wave d. 


Chapter 


Logic of 
Counting Waves 


he following group of charts will demonstrate a num- 

ber of points pertaining to wave count logic. At any 
time when counting waves, a decision must be made as 
to whether a particular count is the best one possible. 
The points illustrated on the following charts are not 
iron-clad rules, but they will help you to decide which is 
the best possible count at the time. 
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Chapter 


C Wave Patterns 


U sing some of the basic Elliott Wave elements dis- 
cussed in previous chapters, you can now apply them 
as a method of pattern recognition. The patterns, all 
some end form of A B C correction, are called C wave 
patterns. 


Your goal is to stay out of the market until the pattern 
is just about to end. Your profit objective will always 
depend on whether the market is impulsive or correc- 
tive. If the market is impulsive, you will stay with the 
trade until the impulse wave that you have just joined 
is about to end. If the market is corrective, you will stay 
with the trade through the subsequent A B C. It is im- 
portant to follow as many markets as you can because 
you only want to trade the most well-defined patterns. 
If the ideal pattern does not form, do not take the trade— 
save your capital for a better situation. 


Note that all the following pattern rules deal with wave 
C only. It does not make a difference if the overall cor- 
rection is a zigzag or a flat, or if the market is trending 
up or down. 


81 
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The ideal trading Strategy is to trade two contracts us- 
ing the C wave patterns: 


l. as a pattern recognition method to Signal short- 
term trades with a fixed profit target, ang 


2. as a longer term trading approach pyramiding 
positions using further patterns as they develop 
and reversing positions only when a new trade is 
signaled by a new pattern. 


мотоа Objective for Impulsive and 


ee 


The goal of the C wave method is to enter the market as 
soon as wave C completes. 


Market Impulsive 


Profit 9 
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The ideal trading strategy is to trade two contracts us- 
ing the C wave patterns: 


1. as a pattern recognition method to signal short- 
term trades with a fixed profit target, and 


2. as a longer term trading approach pyramiding 
positions using further patterns as they develop 
and reversing positions only when a new trade is 
signaled by a new pattern. 


Method Objective for Impulsive and 
Corrective Markets 


The goal of the C wave method is to enter the market as 
soon as wave C completes. 


Market Impulsive 
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Market Corrective 


Trade Strategy 


Your goal is to identify pattern type and to find the end 
of wave C. If the overall market is corrective, look to 
find the end of wave C, then enter the market. Wait until 
completion of the next А В С before taking profits. 


Profit and reverse 


Buy 


If the market is impulsive, trend trade and use the end 
of correction 2 and correction 4 to add to your position. 
Wave 2 and wave 4 will end with some kind of C wave 


pattern. 


—— Profit x 2 
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C Wave Patterns and Trading Rules 


All C wave patterns consist of five waves with the ex- 
ception of pattern 5. In all the C wave examples that 
follow, the use of small letters a, b, c, d, e are inter- 
changeable with the use of the numbers 1, 2, 3, 4, 5. 
This holds true only for C waves. 


Pattern 1 


A pattern 1 can be recognized by the fact that wave 1 
and wave 4 show no overlapping. Wave 2 and wave 4 
may or may not show pattern alternation; they may be 
the same in time and in price or may look impulsive. A 
pattern 1 may follow all the rules of an impulse wave. 
However, what clearly defines the C wave pattern 1 from 
an impulse is that the larger wave A and wave B (of 
which wave C is the impulse) can be easily seen. The 
entry to a pattern 1 is a break of wave D. The stop then 
goes above/below the price high/low of wave E. 


In the illustration below, pattern 1 looks impulsive; how- 
ever, wave b and wave d 


e will be the same in time and/or price, 
e have simple price pullback, and 
* show no pattern alternation. 


This could be a wave А of pattern 3. To prevent misin- 
terpretation, do not enter the trade until the market 
breaks below/above wave d or subsequent price action 
shows that pattern 3 is not possible. 


Place stop loss с 
on sell e 


“e Place stop 
on buy 
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Pattern 2 
In a C wave pattern 2, wave b and wave d overlap. Wave 
b and wave d may show pattern and time alternation. 
Wave е 
* will be brief timewise, or may be а small five wave 
triangle, 
* could, but might not, exceed the high/low of wave 
(c) of c. 
The price move that follows will probably be quite slow. 
However, this will be the end of wave C, so a certain 
amount of patience is needed. 
Stop loss с 
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Pattern 3 


A pattern 3, which is a five wave triangle, is 4 highly 
reliable end pattern and occurs frequently. Wave а is by 
far the longest price wave. Wave a may consist of three 
waves or five waves. 


Wave b, wave с, wave d and wave е 
* will have similar price range, 
* will possibly skew, and 
е will show similar subdivisions. 


Wave e will be very brief timewise unless wave e із in 
itself a smaller five wave triangle. The entry to a pat- 
tern 3 is a break of wave d. 


с 


Stop loss 
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Pattern 4 


In a pattern 4, wave C consists of five clear waves. Waves 
a and b will both subdivide into three smaller waves. 
Wave C will be one wave. Wave d will subdivide into 
three smaller waves. Wave e will be one wave. 


Pattern 5 
A pattern 5 is the only C wave pattern that consists of 
only three waves a, b, c. Entry is a break below/above 
wave b. Stop occurs above/below wave c. 
с с ` B 
` Ы b 
` Ы 7 
А ' й , 
a a | ` Ж 
бу | v uf b 4 
) (7 1 
4 ` v v " 
, у " 
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Strong B Waves and Trading Rules 


Pattern 6, an AB C running correction, is a very com- 
mon correction. At first glance, it is hard to see the AB 
C pattern because of the length of wave B. Wave C is 
always a triangle, wave C can pull back into the price 
area of wave A, but most of the trading will be done 
above/below this. Traditionally, this pattern is known 
as a double three, and the B wave is labeled as X. 


This long B wave concept can be used as a springboard 
to the other patterns that until now have not been clas- 
sified. When a running correction is found in a trending 
market, the move after wave C completes is always 
strong. This does not hold true in a corrective market 
where this pattern often gives a false appearance of price 
strength. If you are trading in a market that appears to 
be strong but does not obey all the impulse market rules, 
check for the AB C running correction or its variation 
patterns 7, 8 and 9. Entry for patterns 6, 7, 8 and 9 isa 
break of wave d. 


Patterns 6, 7, 8 and 9 all have strong B waves that end 
well above the beginning of wave А. 


B 
End of wave B —— 


Beginning of wave А ——4 
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The more likely В wave is one brisk movement with no 
subdivisions or an obvious three wave a b c. 


End of B — 


Beginning of wave A ^ 


Beginning of wave А — л 
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Pattern 6 
A strong В wave, pattern 6 is an АВ C running correction. 
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Pattern 7 
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In a pattern 7, a strong B wave, wave C consists of five 
waves and must retrace at least 50 percent (or more) of 
wave B. Wave C could pull back into the price area of 
wave A but does not have to if wave B is very long. 
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Pattern 8 


In a pattern в, a strong В wave, wave С may ог may not 
come back into the price range of wave A. Wave C must 
be a pattern 3 (five overlapping waves). Wave a (of C) is 
the largest in the final a b c d e pattern. 


Wave a is the largest 
in this finalabcde 
A pattern. 
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